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WASHINGTON
IAS’I‘ year, when John M. Fedders,

ties and Exchange Commission,
removed himself from the R. Foster
Winans insider trading case because
his former law firm was involved in
the defense, his deputy, Gary G.
Lynch, assumed responsibility for the
prosecution. That shift, as it turned
" out, was prophetic.

In February, Mr. Fedders resigned
abruptly from the top enforcement
job in the wake of publicity over a di-
vorce action in which he admitted
having beaten his wife. Mr. Lynch
was - appointed temporary enforce-
ment chief then. And last week, John
S.R. Shad, the S.E.C.’s chairman, an-
nounced Mr. Lynch’s permanent ap-
pointment as the agency’s top police-
man.

In choosing Mr. Lynch, the com-
mission’s chairman not only gave a
vote of confidence to the S.E.C.’s ca-
reer attorneys, but ‘also insured that
the agency’s enforcement program

would not be thrown off course. As the |

No. 2 enforcement official since 1982,

Mr. Lynch had played a major roie in

the execution of that program under
. the guidance of Mr. Shad and Mr.
. Fedders.

,  Mr. Lynch came to the commission
in 1976, when he was only 25 vears old,

and cut his teeth during the tenure of
tanl sive and

claimed he was an overEZE_ng en-
Tcer who 0! e imtent of se-
Surities Taws_As Mr. Lynch stayed on

u; e Fedders years, insider
trading .and fraudulent corporate ac-
counting practices became the divi-
sion’s primary targets.

spoken attorney is ensconced in his

to alter the commission’s course sig-
nificantly. Instead, he says, he will
continue to go after insider trading
and “‘cooked books” as he tries to ex-
pand the division’s activities in two
areas: illegal takeover filings and
illegal trading through foreign inter-
mediaries. “I like the direction of our
enforcement policy, and I think
things are” working very well,” Mr.
Lynch said. “We have a good mix of

enforcement cases in the pipeline.”

Stanley Sg;rkin, the aggres |
controversi orcement __chief

Whose admirers said_he thrust the -

concept of cg_rgc_:rate morality into the_
room and whose detractors

new position, he says he does not plan '

enforcement chief of the Securi- -
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Both S.E.C. insiders and outsiders
are predicting little change in the
division’s direction in the short term.
«] am rnot persuaded that the mere
change from Fedders to Lynch is nec-
essarily going to change the complex-
jon. of the enforcement division’s
focus,”” said Harvey Pitt, an attorney

-at the Washington law firm of Fried,

Frank, Harris, Shriver & Kampel-
man. “He’ll make some changes,”
predicted Kathryn B. McGrath, di-
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rector of the S.E.C.’s investment .
management division, ‘‘but youwon’t

see the evidence of those changes
until further down the road.” .

For now, Mr. Lynch is sweeping
into office accompanied by a chorus
of praise. In fact, it is difficult to find
anyone who will speak ill of the youth-
ful enforcer. Even the Democrats on
Capitol Hill seemed to cheer when he
was appointed. And the Fedders —

: now Lynch — enforcement program
" has generally received high marks

from Wall Street and Capitol Hill..

far from idyllic these days.

' BUT the enforcement climate is

Now that the 34-year-old, soft-
is  load,” said Mr. Seligman.

Some in Washington see Mr.

Lynch’s division as severely under-
staffed and incapable of dealing ef-

fectively with the new outbreak of
violations in the ever-expanding se-
curities markets. Others fault the
division for concentrating on insider
trading and financial fraud and ne-
glecting other types of abuses, such
as inaccurate and misleading take-
over filings. Still others say that not
enough insider trading cases have
been brought by the division.

s New Enforcement
Chief

But there may well be abuses that
the division cannot address without a
beefed-up effort, warns Mr. Selig-
man, referring to the explosive prolif-
eration of investment instruments un-
derway. Using the example of options
trading, he noted that *‘there are cer-
tain exchanges, such as the Pacific,
where you trade both the stock and
the option, albeit on different floors.
The difference between one floor and
another is a 30-second run. Using
well-positioned traders and some
hand signals, if you see something
happen in the stock you can trade that
option in less than a minute. To stop
this requires some intensive enforce-
ment.”’

Perhaps the biggest test facing Mr.
Lynch will be how to deal with abuses
that arise from the recent rash of cor-
porate takeovers. Securities law re-
quires accurate and timely filings of
so-called 13-D reports when an inves-
tor acquires at least 5 percent of a

. company’s outstanding securities.

«It is understaffed, it is under- -

staffed, it is understaffed
Seligman, a professor

,” said Joel

Law Center, echoing & view ex-

pressed in a recent study by the Gen-
eral Accounting Office (see box). *“To
have the deterrent force the S.E.C.
needs, you have to have a larger case-

«If we had more people we could do

more cases,” said Mr. Lynch. “But 1"
do not believe there are major abuses

" that we are not able to address.” Mr.

Lynch says the division empioys 110
lawyers in its Washington headquar-

ters. And, he says, he supervises the -

enforcement efforts of about 400 peo-
ple in the commission’s nine regional
offices. The division’s current budget
is $34 million annually, he says, out of
$106 million budgeted for the entire
commission.. . e

at George :.
Washington University’s National :

" place. Their insider

Moreover, the offer and counteroffer

_maelstrom, which pushes prices

. higher and higher,

* trading

raises issues of
price manipulation as well as insider

The new enforcement chief re-
sponds by pointing out that the divi-
sion has several “very significant”
takeover cases in the works, as well
as cases involving so-called green-
mail arrangements that companies
failed to disclose. In the future, he
says, the division will devote even
more resources to investigating hos-
tile takeovers. .

HAT move, he says, is inevita-
ble, because as both he and Mr.
Shad repeatedly assert, the en-

" torcement division is continually re-

changes in the market-
trading and ac-

sponding to

. counting fraud caseload, they say,

springs from the takeover surge in
the late 1970’s and fram the deep 1982
recession that pressured companies
to show better earnings. And, said
Mr. Lynch, “obviously, we have de-

voted a lot of resources in the last two

months to Government securities.”
A major area of future concentra-

" tion, Mr. Lynch said, will be the ille-

gal . securities’ trading conducted
through foreign investment firms and
banks. ‘“Over the last three or four
years, the amount of trading we have
investigated offshore has increased
exponentially,” Mr. ‘Lynch said. But,
he insists, foreign governments with
bank secrecy laws have been slow to

Continued
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cooperate with United States Govern-
ment efforts to get information on
possibly illegal investment activity.
“And if it continues to increase and
we have no better means of access to
information than we have now, we
might as well close our doors,” he
wammed. Seeking cooperation from
Swiss bankers and other foreign
financial intermediaries, Mr. Fed-
ders had proposed a regulation —
called the Waiver by Conduct — that

would have given the S.E.C. access to
foreign bank information if it consid-
ered an investigation necessary. ‘’He
got an extremely hostile reaction both
here and abroad,” Mr. Lynch said.

R. LYNCH began learning the
M securities business early in
life. He was born and raised

in rural upstate New York and is one
of five children. His father’s business
was running a small trucking compa-
ny, but his father’s hobby was buying
and selling stocks. *‘So when I was 12
years old, he gave me 100 shares of
some stock to get me interested,’’ Mr.
Lynch said.

A 1972 Phi Beta Kappa graduate 0
Syracuse University and a 1975
graduate of Duke Law School, Mr.
Lynch came directly from school to
Washington, first to the law firm of
Hill, Christopher & Phillips, which
subsequently became part of Kirkpat-
- rick & Lockhard. After about a year,
" he joined the commission’s enforce-
ment division. i ’

The tall, lanky securities enforcer,
who is on the S.E.C.’s basketball

team, said he did not think his current

salary of about $70,000 would be in--

creased by much, if at all, with his_
promotion. Yet, in the enthusiasm of
moving into his new office last week
and pondering ‘the future course of
S.E.C. enforcement, it hardly seemed
to matter. “I've loved the work from
the beginning,”” Mr. Lynch said, ex-
plaining that *“it’s the action I like.
Every day some new problem. Figur-
ing out how to get someone on the
record. How you are going to ap-

proach a deposition. How you are

going to settle a case. Whether you
should file an action. I like the con-
stant flow of problems. As a young
staff attorney, 1 was thrilled with all
the responsibility. I got to go out and
run these investigations. And now, I.
~ see more cases than ever.”
Mr. Lynch’s wife, Donna Parratt, is
. a practicing attorney who also oper-
ates a catering service out of the
Lynches’ home. The Lynches have a
21-month-old son, Spencer. Asked to
describe what he does in his spare
time, Mr. Lynch paused before an-
swering: “Not too much, besides gar-
dening.” | -
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CCORDING to many in Washing-
i, MT. Lynch’s great advan-
tageis that he had years of tute-

lage under the innovative Mr. Spor-
kin. “Everyone cheered when Gary
Lynchwas named because hie learned
enforcement from Stanley,’”” said Mr,
Seligman. Mr. Lynch remembers
those vears Tondly: ‘‘Stanley’s per-
sonality permeated the entire divi-
sion,” he said. "It was the Sporkin

€ra. It was a fun time.’

Under Mr. Sporkin, Mr. Lynch was
involved in bringing several major
corporate bribery cases. One in-
volved E-Systems, an electronics
contractor accused of making payoffs
to South Korean Government officials
in connection with a Seoul govern-
ment contract. “We alleged that the
money was being paid to people in
Los Angeles and coming back to the
Korean Embassy in Washington in
the form of $100 bills,” Mr. Lynch
said.

But Mr. Lynch’s prominence in
S.E.C. enforcement was highlighted
by his lead role in the commission’s
most noted recent insider trading
cases — the Winans case, which in-
volved a columnist at The Wall Street
Journal who allegedly passed on ad-
vance information about his column’s
content; and two cases against for-
mer Reagan Administration officials,
W. Paul Thayer, former Deputy Sec-
retary of Defense; and Thomas C.
Reed, a former national security offi-
cial. :

Asked whether the recent wave of
mergers and acquisitions had been
accompanied by a rise in insider trad-
ing that the S.E.C. could not detect,
Mr. Lynch stressed the division’s con-
fidence in the effectiveness of its in-
sider trading program. “Sometimes 1
getthe feeling, particularly after one
recent episode when I saw an obvious
instance of insider trading before the

appearance of some bad news, that .

people really think we’re joking when

we say we are going to come down on
-insider trading. We really do surveil
_the markets,” he said. |

»
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